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‘Dear Applicant: : '

We have considered your application for recognition of
exemption under section 501 (a).(3) of ;'tbe; '];nternal Revenue Code.

The information submitted indicates that you were
incorporated on . On 4l : you
amended your:Articles of Incorporatiofn; to linclude that you were
formed for. purposes described in section 501 (c) (3) of the Code.. .
Specifically, your purpose is, and your ‘activity will be, .to make .
charitable; contributions to various ‘ar%;a.fnizations for providing
scholarships. ' Ly S :

You are-a private foundation which will rel rimarily for
financial support from contributions from _ . I
- Your Bylaws provide that your member
shall have the sole and exclusive authority to appoint the
members of the Board of Directors. Cukrently, your four-member
Board of Directors consists of ”and family. '

L R . )
*_-'—-““ "LP") is a limited .
partnership formed on Mﬁoacquire, own, manage,

and lease \certaj cperties in and
township i The LP is capitalized
at $ with capital contributions of SUNNNP from its -

General Partners, ,
and $¥% from the sale of — each of
limited partnership intereasts. You havé submitted a copy of
Certificate of Limited Partnership Irnterest in the LP indicating

that GEENEE had contributed and/or bromised $~ to the Lp.. .- .

in exchdnge for a limited partnexship ;i.r}te'rest.
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Onw S crinsferred to you, as a
contribution, his share of limited partnership interest in the

LP. At the date of transfer, the limifed partnershi interest
You acquired had a negative capital balahce of 3* The
negative cidpital acecount balanca represents accumulated prior
years lossésg With a negative capital!bélance you indicated that
no cash receipts are anticipated to be received from the LP until
' the capital balances of the partners have reached 6¥ exceeded a
zexro-dollar level. 'The LP has projected; that it will show
substantia} losses on oparation on itgiearly ten-year pariod of
operation primarily from a substantial lamount of depreciation and
interest expense on mortgage notes. Ailturn-around in operation
showing income is projected after more [than ten years following .
the exhaustion of depreciation expenség); .

3

“on :

- Beginning with the calendar year Wil the year you were
formed, there was a turn-around in the!LP reporting income from
operation.: ‘In. , LPreported income in which
it reported your share of the income,: per Schedule K-1, Partner’s
Share of Income, Credits, Deductions,;étc., was SOp,
and § » '¥espectivaly. ' You received no cash distributions of
such income, -however, because during those years you had a
negative capital account balance. Currently, your current
negative cépital account balance.in th?.LP is

R . : NS P
You indicate that you have not had Significant past .

activities. 'You have not shown that you -have provided grants to
charitable: organizations to carry your| purpose nor have received
funds from) ¢ your anticipated|primary source of fuading
for these purposes. You indicate howaver, that once your
application is approved,-w will ;donate "additional®
funds, anticipated to be § P cach year in and G for
scholarships. . ‘ Y '

Section 501(¢) (3) of the Code provides, 'in part, for the
exemption from fedaral income tax for corporations organized and
operated exclusively for charitable and iother exempt purposes,
provided no part of the corporations net eéarnings inures to the
benefit of any private shareholder or irdividual.

Sectibn:1.501(a)—1(c) of the Ihéémé Tax'ReQulations defines
"private sharsholder.or individual" as persons having a personal
and privat# interest in the activities of -the organization.

ZSectiEn:1.501(é)(3)-1(c)(i)’éf"éhefregulations provides that -

an organization will be regarded as "operated exclusively" for :. . :

ona or more exempt purposes only if it: engages primarily in

activities:which accomplish one’or morejexempt purposes specified
An organization will not be 8¢ regarded if
s - . ’ IS S '.'..~A.- T . .

-in msection.501(c) (3).
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more than an-.insubstantial part of it#?a&tivities,is not in
furtherance of an exempt purpose. IANE :

Sectipn_l.SOl(c)(B)—l(d)(1)(11) of the regulations provides
that an organization is not organized: exclusively for any.qf the-
purposas sgeqified in seection 501(c) (3 ‘Hnless it serves public,
rather thap private interests. Thus, ! ani organizaticn applyifig
for tax exemption under section 501 (c) (3) must establish that it
is not organized or operated for the bengfit -of private
interests, | such as the creator or his: family, or persons
controlled; directly or indirectly, byisuch private interests.

Rev. Rul. 69-266, 1969-1 C. B. 15{,'held that an
“worganization ‘whose primary function is{to serve the private
interest of its creator rather than a. public interest does not
qualify for exemption under section 501(c) (3) of the Code.
i L ey .

Rev. Rul. 69-279, 1969-1 C.B. 152) holds that a trust which
is organized 'and operated for ‘two purposes; +to benefit the -
settlor and to beanefit charity, is notiorganized and. operated
exclugively for charitable purposes. ; Thexefore, the trust dces
not qualify for exemption under sectip%,ﬁQl(c)(3) of the Code.
Rev. Rul. 76-441,.1976-2 C.B. 147, Situation 2, describes a
nonprofit organization which received as'a gift all of the stock
of a for-profit entity whose liabilitiés exceeded the fair markat
value of its assets. The organization’s Board of Directors is
composed of the former owners of the stock of the for-profit
entity. The ruling held that the organiization is substantially

serving the directors’ private interastel. .The directors were, in -

fact, dealing with themselves and will|benefit financially From
the transagtion. Therefore, the organization is not operated
exclusively for exempt purposes and doas not qualify for

exemption under section 501(c) (3) of the Code. .

In Better Business Burea : i v ted
States, 31§ U.S. 279 (1945), the Suprame Court intexpreted the
requirement in section 501(c) (3) that an organization be
"operated exclusively" by indicating that -in order to fall within
the claimed axemption, an organizaticn! must be deveted to exempt
purposaes exclusively. ‘This means that! the presenca of a

single non-exempt purpose, if substantial in mature, will destroy -

the exemption, regardless of the num@er;and“importance‘of truly

exempt purposes. ' I

Operéfing for the benefit of prﬁvbﬁé'éaiéiegucdhétitdﬁés a“:--h

substantial nonexempt purpose. -1 NEE
i : , 477 F.24 340 (4th'cir{~$g73),ﬂcert. deniled 413 . ..
U.8. 910..(1973). .. L R Y P : S :
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any economic ‘benefits, it provided the|transferor,
with certain economic benefits. Aas suéhu your financial
arrangement serves primarily the private interests of VWNEENSNEDP
and is not. in’ furtherance of an exempt purpose under section
501 (e) (2) of ithe Code. . B ' .

Vo R 2 :
By serving a private rather than§bublic interest, you are
not operated-exclusively for an exempt|purpose pursuant to
section 1.501(c) (3)-1(d) (1) (ii) of the!regulations. See also Rev.
Rul. 69-266."' o
: .
Also,. by engaging in a substantial “non-exempt purpose, you
w2re not oparated exclusively for an exempt purpose pursuant to
section 1.501(c) (3)-1(c) (1) of the regulations. ..8ee also Qld
Dominion Box:Company, Ing. gupra. You are indistinguishable from
the situation described in Rev. Rul. 75-441 which held that the
arrangement to receive a donation of ah asset with negative
networth is serving private:inte:gptsé?éecluding exemption under

section 501(c) (3) of the Code.

Because you have two purposes: a tharitable purpose (yet to
be accomplished), and serving private interests, you are not
operated "exclusively" for exempt purposes. As held in Rev. Rul.
69-279, and applying the principles used by the courts in Batter

- Business Bureau, supra and- o) ! id, supra, -your

non-exclusivé operation for exempt purpdses disqualifies.you from |

exemption under section 501 (c) (3) 9f§tP€ Code.

Thefeko#e, we conclude that you hﬁénot qﬁalify fdr exemption
under sectiion 501(c) (3) of the Code. ; | o :

Concribﬁtions to you are not dedubﬁible under section 170 of
the Code. - .

o SN
You are required to file federal jincome tax returns on Form
1120. - - '
|

' : L .
You have the right to protest our! ¥uling if you believe that

iﬁ is lncorrect. To protest, you shquid submit a statement of
your views, with a full explanation quXOur reasoning. This
statement must be submitted within 30 ddys of the date of this

letter “and must be signed by ona of yopr officers, You also have

a right to:a conference in this officde dfter your statement is
submitted. ' If you want a conference, you must request it when

you file your protast statement. If you are to be represented by :

somecne who is not one of your officers, he/ghe must file a
prxoper power: of attorney and otherwise qualify under our
Conference and Practice Requirements. | - ! :
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If you do not protest this zuling [ih a timely wanner, it
will be considered by the Internal Revenue Service as a failure
to exhaust!available administrative repedies. Section 7428 (b) (2)
of the Code provides, in part, that 2:declaratory judgement or
decree under this section shall not be |issued in any proceeding
unless the;Tax Court, the Claims Court, or the District Court of
the UnitediStates for the District of: Columbia determines that
the organization involved has exhaustéd administrative remedies
available to it within the Internal ReYehue Service. :

If we:do not hear from you within |30 days, this ruling will
become final and copies will be forwaxéea to your key District
Director in Baltimore, Maryland, Theréafter, if you have any

w.Jquestions abqut your federal income tax status, including -
questions concerning reporting requiréments, pleaze contact your
key District Director. C b o

, The aﬁpﬁopriaté State Officials ?ili be notified of thig
action in accordance with section 6104 (¢c) of the Code.
: Sincere;#;f
o L

Edward ki karcher e
Chief, Exempt Organizations
Rulings, Branch 3 .
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copy: DD, Southeast (Baltimore, MD)
Attn: Chief, EP/EO Division
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